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Recant developments in th© Amerio&n coal industry have caused a
significant shift on th© part of the coal consuming American public to
other fuels* Foremost among the substitutes for coal to which consumers
have turned is manufactured and natural gas. Such a decision on th©
part of purchasers has caused sales of gas distributing public utility
companies to rise steadily and a consequent expansion in the gas producing
transmission and distributing industries*
Obvious, of course, is the observation that industrial expansion
cannot take place unless it is financed. The recent trend in the natural
and manufactured gas industries to which we have just alluded, coupled
with the severance of numerous public utility operating companies from
holding company structures in compliance with orders of the Securities
and Exchange Coumission have caused - among others « two things with which
we shall be principally interested in this study; (l) The securities of
gas operating distributing companies have grown in favor of the investing
public. (2) Public offerings of securities on the part of the gas producing
and distributing companies have increased*
Most of the companies included in this study distribute both manu
factured and natural gas or a mixture of the two. Although, for functional
reasons, we have not drawn a distinction between the two, a very definite
difference does exist. Natural gas, as the name implies, is found trapped
in porous rock pockets in various geographical regions of the earth*
Although the incidence of natural gas has been found to be directly related
to the incidence of petroleum, natural gas should not be confused with the
similar product which is a by product of the petroleum industry and is
actually a manufactured gas produced by distillation, and sometimes
referred to as "oil gas" for purposes of differentiation* The common form
of natural gas which we found distributed by these companies, however,
was that derived from burning coal which is sometimes called "coal gas*"
Another manufactured gas found to be distributed was "water gas" which is
bluish gas obtained from heating bituminous to a high temperature in a
chamber with steam; this gas is usually lighter than coal gas*
The objective of our study shall, therefore, be to show how ten
selected operating natural gas distributing companies financed themselves
during the calendar year of 1948* We shall confine our concern mainly
tos (a) the methods of financing undertaken by the companies selected*
(b) why - if discernable - the companies chose the methods they did, and
(c) the cost of the money obtained to the companies in question*
Scope of Study
Needless to say the developments in the manufactured and natural gas
field which we have pointed out previously, had far reaching effects on all
levels of operation* These "levels of operation" are generally conceded
to be production, transmission and distribution* To refrain from being
cursory an investigation of this nature must draw a line somewhere* For
the sake of thoroughness we include in this study only companies whose
business entailed the direct distribution of manufactured or natural gas to
consumers* Hybrids are preponderant in the entire public utility fields
it is for this reason that all the companies we have chosen for our study
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do not deal solesly in the distribution of manufactured and natural gas*
The consequent criteria for inclueiong in this study has been for a company
to devote an appreciable portion of its business to the distribution of gas,
receiving, therefor©, a substantial portion of its gross revenues from such
devotion. The year 1948 was chosen because it was the latest period for
which complete data was available at the time this study was made.
The nucleus of this study is the following security issues which have
been selected from the Investment Dealer's Digest for the full year 1948.1
Cincinnati Gas and Electric Company:
204,000 shares of Common Stock (Prospectus dated February 12, 1948)
#15,000,000 First Mortgage Bonds, 2 7/8$ Series Due 1978.
Equitable Gas Company:
1,000,000 First Mortgage Bonds, Series Due January 1, 1973.
The Laelede Gas Light Company;
#6,084,000 4§$ Fifteen Year Convertible Sinking Fund Debentures.
Louisville Gas and Electric Company:
$8,000,000 First and Refunding Mortgage Bonds, Series Due
March 1, 1978.
New Bedford Gas and Edison Light Company:
|5,000,000 25 year %% Motes, Series A, Due 1973*
lew Orleans Public Service, Ine.j
First Mortgage Bonds, 3|$ Series Du© 1978.
The Peoples Gas, Light and Coke Company}
3fe Convertible Debentures of 1963.
San Diego Gas and Electric Companys
$10,000,000 First Mortgage Bonds, Series C Due 1978, Z%»
350,000 Shares Common Stock, $10 par (Prospectus Dated
October 26, 1948).
Southern Counties Gas Company of California!
#7,000,000 First Mortgage Bonds, Sjjft Series Du© 1978.
Washington Gas Light Company:
85,000 Shares Common Stock, No Pars (Prospectus Dated
The Investment Dealer's Digest, Corporate Financing Section.
Uear - 1948) January 2371JWSF,1 Section I.
January 19, 1948) 102,000 Shares Common Stock, No Parj
(Prospectus Dated September 29, 1948)*
Prospectuses covering these issues, derived from information filed with
the Securities and Exchange Commission, form the primary source of the
data used*
Definitions
Ihereae we have termed this work "A Study of 1948 Financing by Ten
Operating Natural Gas Distributing Companies,11 we do not intend to overlook
the fact that most of the companies studied produce and/or distribute
manufactured gas and mixed manufactured and natural gas in addition to
straight natural gas. Any reference to "natural gas" shall, therefore,
include mixed and manufactured gas where such inclusion is applicable*
By "operating company" is meant any company which is directly engaged
in serving the public as over against those companies which only lease or
hold companies which do*
"Distributing Company,11 for our purposes, means any operating company
which directly, or through its subsidiaries, retails natural gas to consumers.
All other terminology used is that common to corporation finance, invest
ments, and the public utility industry*
CHAPTER II
A CONSIDERATION OF HOT AMD 1H3T
The Companies
Of the companies selected for this study, it has been previously
said, not all deal solely in natural gas. In reviewing the operations of
these companies we found in addition to natural gas distributing, the
operation of an oil well, the distribution of water, the generation and
distribution of electrical energy, the sale of coke, and the operation
of a transit system among other activities. Several of the companies
either own and operate subsidiaries, or are themselves subsidiaries. In
some instances both holds true. Although thoroughness decrees that we
mention the foregoing facts, they are not our primary concern. For
practioal purposes we shall consider a company and its subsidiaries as one
company. As to the activities of the companies, a concise analysis is
given in table 1*
An examination of table 1 reveals that five of the companies studied
realize approximately all of their revenues from gas whereas five others
gain the more substantial portion of their revenues from the sale of
electricity. So we have two groups of companies whose financing is
examined. The group which received approximately 100?? of gross revenues
from gas we shall term "Group One." The group which received from 19$
to 32$ only of its gross revenues from gas we shall term "Group Two."
Reasons for Financing
The question arises at this point in our investigation—why were those
security issues sold?—for what purposes were the proceeds intended? To
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TABLE I
DERIVATION OF 1948 GROSS REVENUE, TEN OPERATING NATURAL GAS
DISTRIBUTING COMPANIES
Name of Company




















Cincinnati Gas & Eleetric Company
Equitable Gas Company
The Laclede Gas Light Company
Louisville Gas & Electrie Company
New Bedford Gas & Edison Light Company
New Orleans Public Service Inc.
The Peoples Gas, Light, & Coke Company
San Diego Gas & Electric Company
Southern Counties Gas Co. of California
















Sources Moody8s Manual of Investments. "Public Utility Securities"; 1949
(l) Any other activity incidental
Taken from prospectus for bond issue studied
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give an answer to this question, let us examine the stated use of proceeds
given in the prospectuses of the security issues* Having discerned two
distinct groups in the companies selected, we now compare the reasons given
for the issues by groups*
Summarized in table 2 are the principal intended uses of the proceeds
from all the thirteen issues of th® ten companies under consideration, by
groups. A glance at this table immediately shows that to finance construc
tion and expansion is the reason appearing most frequently for the issues
in both groups. The reason appearing, for four of the six issues in Group
I, appears for all seven of the issues listed in Group II. Apparent also
in table 2 is the fact that dual reasons are given for one of th© issues
listed in Group I and five of those listed in Group II» Whenever a second
purpose appeared it was found that it was directly related to a program of
construction and/or expansion. For example, the acquisition of stock in
subsidiaries given as second objective for the third issue under Group I
can be unquestionably attributed to an effort at effecting expansion
through control of other companies. All of the funding and refunding listed
as partial objectives for the issues in Group II - and the refunding listed
as sole objective of the second issue under Group I - covers debt incurred
through construction and expansion*
The partial objective of improving the capital structure given for
issue number one under Group II can readily be seen as a corollary of the
construction program. The only issue not related directly to construction
and/or expansion was the Equitable Gas Company issue under Group I whose
purpose was to effect a structural reorganization.
Because of the foregoing fact, it can safely be concluded that the
fABLE 2
REfiSQIS GIVEN POP. IH3B.TEEBF 194B SICBHIfX ISSUSJ OP Tffl SSLICIH) OPERATING IATDEAL GAS DISTRIBUTING GCMPAIIES
Issues
Finesse Con- Improve
straetion and/or Refund- Find- Capital










SM.QQO.OOO 1st 3h s/73
Laclede Gas Lxgttt Geaparar:
g6.08A.000 Conv, Beb". l
Peoples Gas Light. & Coke
S16.ZOO.000 Goiw. Deb. 3«s/63
Counties Gas of Calif.
S7.000.000 1st 3i- s/78
wasMagton Gas Light
S5.000 sfas.,
102.000 shs. as. stock
Total for Group I
Cinclmiati Gas & SLeetrlc Co.:
2CM..000 shs. ea. stock
tl5.000.000 lrt 2 7/8
Louisville Gas & Heotrio Co,
§8.000.000 1st ref. 3 s/78 X X
lew Bedford Gas & Edison St.
§5.000.000 3i notes a/73
New Orleans Public Semee




San Diego Gas & Kb
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Sources Prospectuses for the issues listed.
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predominant reason for the financing was construction and expansion.
This is substantiated by the tremendous development in the industry due
»
to fuels competition referred to earlier. We thereby also find that
there is no appreciable amount of difference between the reasons given
for financing by the companies categorized as Group and those designated
as Group II,
Methods of Financing
Having established the main reason for the financing undertaken, let
us now proceed with an analysis of the vehicles employed. Tables 3-A
and 3-B give us a two-way picture of the 1948 issues being considered.
From table 3-A we find that the six issues in Group I were equally
distributed between first mortgage bonds, convertible debentures and
common stock* The seven issues floated by Group II tend heavily toward
first mortgage bonds with four issues falling in that class. Second in
the favor of the latter group is common stock with two issues occurring
here. Finally, we find that one note issue was employed by Group II,
The picture shown by table 3-A is not complete however, because, while
categorizing the issues offered, it does not show how the companies employed
them. Table 3-B completes this picture. From table 3-B we learn that two
of the companies in Group I used first mortgage bonds only while two others
offered convertible debenture issues only and one other financed during
this period through common stock alone. On the other hand, the same number
of companies in Group II as in the former group used first mortgage bond®
and common stock issues, and that one note issue was also employed here.
Although, we found no appreciable difference between the ultimate reasons
for financing previously between the two groups, here we find a difference
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TABLE 3-A
THIRTEEN 1948 SECURITY ISSUES BY TYPES - TEN OPERATING
NATURAL GAS DISTRIBUTING COMPANIES












1948 FINANCING BY METHOD - TEN OPERATING NATURAL GAS
DISTRIBUTING COMPANIES
Companies First Mortgage First Mortgage Convertible Notes Coiraaon Summary










in the methods of financing that appears significant* Whereas tire found
debenture issues in Group I, none were found in Group II. Too, no
combinations were employed by Group I, but two combinations were found
in Group II*
A study of the prospectuses covering the issues under review reveals
that of the ten companies selected for study, all save one either had
before, or as a result of this financing, first mortgage bonds in their
capital structures. The one exception is the New Bedford Gas and Edison
Light Company which financed through notes during the 1948 and whose only
other sizable debt was a long-term serial issue of promissory notes which
this long term note issue refunded. Such an observation throws a new
light on the difference in the methods of effecting the financing under
consideration - between the two groups of companies - which we have shown to
exist above. This fact tends to invalidate any conclusion which we might
have drawn as to the observed differences in methods of during 1948 being
attributable to the character of the groups. Instead, we are left with
the definite conviction that any differences in methods of effecting the
financing being studied - as far as the use of first mortgage bonds is
concerned - are due to the peculiar capital circumstances of the individual
companies concerned rather than to the existence of some pattern or
precedent affecting the companies comprising one or the other of the two
groups.
That this is not a wild assertion is proved by a comparision of the
provisions of the first mortgage bonds that were employed by both groups.
Table 4 is a comparison - by way of the two groups being considered - of
the major provisions found in the first mortgage bond indentures in question.
This table immediately shows that there were no major differences in
TABLE 4
COMPARISON OF THE MAJOR PROVISIONS II FIRST MORTGAGE BOND INDENTURES COVERING DEBT ISSUES
OP TEN OPERATING NATURAL GAS DISTRIBUTIMG COMPANIES DURING 1948
General
Mort
gage on After Divi- Main- Provi- Gall-»
Rank All Acquir- dead Under- Sink- tenance sions able
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#15,000,000 1st 2 7/8 s/78 X X X
X «s Provision present in indenture or liens exist.
„ a Provision not present in indenture or lien does not exist
* 'Not evident in indenture summary given in prospectusj
absence questionable
X X
Louisville Gas & Elec* Co*
18,000,000 1st rep. Ss/78
lew Orleans Public Service
#10,000,000 1st Si s/78

































provisions of the first mortgage bond issue indentures either by group
or by companies. All are general mortgages on the entire corporate
properties applicable, with certain specified exemptions of inconsequential
nature* All contain clauses subjecting later property acquisitions to the
mortgage indenture* All are open-end, contain sinking funds and maintenance
funds, have provisions for substituting or releasing certain of the pledged
property, and all are callable at option* One in each group omits mention
of dividend restrictions in the prospectus but such omission is inconse
quential since bondholders are protected by law against the preferring of
stockholders as to disposition of assets and by the fact that debt precedes
ownership anyway* Only one case of an underlying lien is seen to exist*
the case of Louisville Gas and Electric Compnay found in Group II*
It is, therefore, apparent that first mortgage bonds are a form of
financing common to both of the groups which we have observed to exist
among the companies selected for this study* Their being found in the
capital structures of both groups substantiates this* The very nature of
those companies businesses is responsible for the use of first mortgage
bonds if trading on the equity is to be undertaken, and secured obligations
proffered* The gas distributing business requires a maze of pipelines and
easement contracts which are suitable for no purpose other than gas
distributing* In cases where gas manufacturing plants are owned, the same
obtains for the plants* The actual dollar values of these plants are not
very high, and their value for conversion to other uses is almost non
existent* We, therefore, find first mortgage bonds employed which constitute
general liens and depend not upon the value of the properties mortgaged for
security actually but upon the earning power of the mortgages*
Prom the foregoing analysis we have ascertained that first mortgage
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bonds are the conventional form of debt financing for the companies we
have selected. We have also determined why they are used and explained
their occurrence in this financing* Now we shall consider the case of
those companies who used first mortgage bonds and common stock*
The Cincinnati Gas and Electric Company, as set forth in a prospectus
dated January 12, 1948, offered to its common stockholders of record at
the close of business on January 15, 1948, rights to subscribe to 204,000
additional common shares* Subscription warrants covering these additional
204,000, |8*50 par value, were issuable at the rate of one share for each
ten shares held, represented a call on the company for the stock at $22*00
per share and expired at 3:00 p.m* Eastern Standard Time on February 2, 1948,
188,457 of these shares were purchased through exercise of the rights*
7,675 were reserved for sale to directors and employees of the company, and
the remaining 7,868 shares were offered to the public by an underwriting
group headed by W. E. Hutton and Company as set forth in a supplement to
the original prospectus, dated February 6, 1948* The object of this issue
was to realize a capital increment of $4,488,000 - which was ultimately
done. (The spread between par value and subscription price is carried on
the books of this company as "Premium on Capital Stock")• The purpose of
"improving the capital structure" given in the prospectus covering this
stock issue becomes lucid when one sees that this equity financing was
followed by the 115,000,000 First Mortgage Bond issue in June of 1948* By
reference to tables 5-A and 5-B we see that 48,7$ of the total capital of
Cincinnati Gas and Electric Company was composed of bonded debt at the end
of 1947 while 28*9$ and 22*4$ was composed of preferred and common stocks
respectively* At the end of 1948 we find that this company has procured an
additional $19,488,000 in capital - through the two security issues in
TABLE 5-A
CAPITAL STRUCTURE PATTERIS, DECEMBER 31, 1947
TBS SELECTED OPERATING HATDEAL GAS DISTRIBUTING COMPANIES
of Total Capital Represented By;






Laclede Gas Light Company
Peoples Light and Coke Company
Southern Counties Gas Company of Calif<








































Cincinnati Gas & Light Company
Louisville Gas & Electric Company
New Bedford Gas & Edison Light Company
Hew Orleans Public Service Company
San Diego Gas & Electric Company
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Source: Moody*s Manual of Investments, "Public Utility Securities"; 1949.
TABLE 5-B
CAPITAL STRUCTURE PATTERNS, DECEMBER 31, 1947
XBH SELECTED OPERATING 1ATURAL GAS DISTRIBUTING COMPA1IES
Group I:
Equitable Gas Compaoy
Laclede Gas Light Company
Peoples Light and Coke Company
Southern Counties Gas Company of Calif.
Washington Gas Light Company
Group IIj
Cincinnati Gas & Light Company
Louisville Gas & Electric Company
lew Bedford Gas & Edison Light Company
Sew Orleans Public Service Company
San Diego Gas & Electric Company
% of Total Capital Represented By*
1 Common Stock


















Source£ Moody*s Manual of Investments, "Public Utility Securities"; 1949,






















question - and that 49*7/2 is now bonded debt while preferred and common
stocks represent 22,2/£ and 28,3$ in that order* It then appears that
Cincinnati Gas and Electric Company did two primary things through its
stock issue: (l) acquired $4,488,000 in new capital while circumventing
fixed charges, and (2) dressed its capital structure for the $15,000,000
bond issue which it floated in June of that year*
The other company to use mortgage bonds and common stock - San Diego
Gas and Electric Company - reversed the preceding procedure* Covered by
a prospectus dated March 9, 1948, San Diego Gas and Electric Company
offered publicly through a group headed by Halsey Stuart and Company
$10,000,000 in first mortgage bonds* Later that year, covered by a
prospectus dated October 26, 1948, this same company offered #550,000
shares of $10 par common stock, through a group headed by Blyth and Company*
The object of this stock issue was to gain an additional $4,410,000 in
capital* In this instance, however, the following situation prevaileds
San Diego Gas and Electric Company wanted mainly to retire $3,200,000 in
bank loan notes covering borrowed funds used for construction, then re
imburse the treasury for other expenses incurred through the construction
program* Although the serial mortgage bond issues authorized were open
end, the company could not issue additional bonds to procure the needed
funds for two principal reasons contained in the mortgage indenture which
restrict the issuance of additional bondsj (l) no permanent new additions
were present of which 60$ of cost on fair value was left unmortgaged, and
(2) no fifteen month period had elapsed during which charges had been earned
for twelve consecutive months two and one-half times* San Diego Gas and
Electric Company, therefore, secured the needed funds through the issuance
of 350,000 additional shares of common stock, at the same time avoiding
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additional fixed charges and improving its equity capital position*
Before leaving the discussion of common stock offerings, let us
examine the one instance, pointed up previously, in which all financing
during the year 1948 was done through two offerings of common stock by
a company in Group I# The Washington Gas Light Company, through a
prospectus dated December 19, 1947, offered to its common stockholders
of record at the close of business on December 26, 1947, rights to
subscribe for 85,000 additional shares of no par common at $20.00 per
share. The rights were evidenced by transferable warrants, were at the
rate of one share for each five shares held, and expired at 3s00 p.m.
Eastern Standard Time on January 13, 1948. 71,210 of the 85,000 shares
offered were subscribed through the exercise of warrants. A supplement
to the initial prospectus was published, dated January 19, 1948, offering
the remaining 13,790 unsubscribed shares publicly through a group headed
by the First Boston Corporation and Alexander Brown and Sons* This
financing realized for the Washington Gas Light Company a capital increment
of 11,661,750. Dated September 29, 1948, the same company published a
prospectus covering an offering of 102,000 new shares of common stock to
stockholders of record as of the close of business on September 29, 1948.
Rights to purchase these shares were also evidenced by transferable warrants,
they expired at 3:00 p.m. Eastern Standard Time, on October 13, 1948, were
at the rate of one share for each five shares held, and evidenced a call on
the company for tte new shares at #21.50 per share. The difference of $1.50
between the subscription price of the first offering and this one was a
capitalization on the subsequent market appreciation of the company's
shares. Of the 102,000 shares offered, 88,346 were taken down through the
exercise of subscription warrants. The 13,654 shares left unsubscribed
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were offered publicly through a group headed by the First Boston Corpora
tion and Johnston, Lemon and Company* This financing was calculated to
gross the company #2,116,500 in new capital.
The use of common stock solely as a means of financing in 1948 by the
Washington Gas Light Company is readily explainable when one looks at
the consolidated balance sheet of the company as of December 31, 1949, con
tained on page 35 of the last prospectus referred to above* The capital
section appears briefly as followss
Capital Stock and Surplus:
Capital Stock Without Par Value | 4,021,084.00
|4.25 Cumulative Preferred Stock 6,000,000.00




Total Capital Stock and Surplus 120,717,010.57
Long Term Debts
General Mortgage 5s/60 I 5,199,500.00
Refunding Mortgage Bonds 3 l/8 s/70 13,315,000.00
The Georgetown Gas Light Co. 1st 5s/61 1,000,000.00
Serial notes Z% 49-55 8,000,000.00
Total Long Term Debt 127,514,500.00
Going back to Table 5-A we see that bonded debt represented 58.7$ of this
company's total capitalization, preferred stook 21.3$ and Common Stock
and surplus 20.0$ before the new financing was undertaken. 3y consulting
Moody1s Manual1 we find that at the end of 1947 funded debt constituted
92.89$ of the Washington Gas Light Company's depreciated fixed assets.
It is subsequently apparent from the facts marshalled above that
if the Washington Gas Light Company was to realize its objective of
^Moody's Manual of Investments, "Public Utility Securities"; (Hew
York: Moody1s Investor's Service) 1949, p. 791.
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obtaining the total of $3,778,250 which it did obtain in new capital,
it had hardly any alternative than to finance through common stocks*
We have already shown that the use of first mortgage bonds is the
favored form of debt financing for companies such as those we are
studying. It is then logical that we explain here the occurrence of
the two convertible debenture issues which we encountered in Group !•
First, we shall consider the Laclede Gas Light Company's 4g$ Fifteen year
convertible sinking fund Debentures, due March 15, 1963, Under a prospectus
dated March 8, 1948, the Laclede Gas Light Company offered to its common
stockholders of record as of close of business March 8, 1948, rights to
subscribe to the #6,084,000 of convertible debentures cited above. These
subscription rights were at the rate of |100 principal amount of debentures
for each forty shares of common stock held. The debentures are in coupon
form, registerable, as to principal in denominations of $100, #500, $1,000,
#10,000 and any approved multiple of 10,000. The debentures are convertible
into the common stock of the company at the basic price of #6.25 per share,
taking the debentures for purposes of conversion at 100$, up to maturity
or until called. Referring again to Table 5-A we find that of the total
capital of the Laclede Gas Light Company, 64.4$ was bonded debt while only
35.6$ was capital stock and surplus at December 31, 1947* Consulting
Moody's Manual^ again we find that the long term debt of this company was
64.7$ of depreciated fixed assets, that charges were earned 2»91 times before
income taxes in 1947 and that earnings on common stock in 1947 were |»83 per
share. These facts in themselves show us why an attempt was not made to
sell common stock outrightj they, also, give us one good reason a mortgage
2Ibid., pp. 592-594.
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bond issue was not floated*
All the reasons as to why a mortgage bond issue was not attempted in
this case have not bee told, however. Turning to the prospectus covering
this debenture issue we find that two issues under a serial mortgage bond
indenture are already outstanding. We, also, find that:
"simultaneously with the sale of the Unsubscribed
Debentures and as a condition of such sale, the company
will enter into a new bank credit agreement which will
permit borrowings thereunder of up to #4,000,000 at
any one time outstanding, such borrowings to be made
not later than December 31, 1950, and to be evidenced
by 3%f» notes due March 15, 195S."3
We find further that the previous mortgage bond indenture - although open-
end - will not permit this to be a mortgage bond issue due to its restrictions
on the issuance of additional mortgage bonds. (Similar to those we referred
to previously). Then, too, the new bank credit agreement has its bearing on
the subject. The prospectus has this to says
"Under the new bank credit agreement all First Mortgage
Bonds which are or become issuable as a result of net
property additions are to be pledged as collateral for
borrowings thereunder. At December 31, 1947 approximately
5,000 principal amount of bonds was so issuable.11*
Having determined why the Laclede Gas Light Company did not make an
outright attempt to finance through common stock and having also determined
why first mortgage bonds were not used, it is not difficult to understand
why the convertible debenture issue was floated. The element of speculation
lent to this issue by the conversion feature gives it the salability that
it would not otherwise have. The conversion feature also affords to the
5Prospectus, The Laclede Gas Light Company, #6,084,000 4^2 Fifteen
Year Convertible Sinking Fund Debentures, (March 8, 1948), p. 4.
4Ibid., Note (3), p. 4.
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company the possibility of this fixed debt eliminating itself by being
converted into equity securities. The short maturity of the issue in
question - fifteen years - can be attributed to the unpredictability of
the future general credit of this company which is extremely important
in the case of an unsecured issue such as this* Were this issue secured
by a specific lien one could expect its stipulated maturity to be longer*
Moody*s Manual rates this debenture issue "B."5 We can, also conclude in
this case that the company under observation had hardly any alternative
other than the method of financing it chose.
An examination of the circumstances surrounding the other debenture
issue present in our study reveals the reverse of the previous debenture
situation to be true* Under a prospectus Dated October 22, 1948. the
Peoples Gas Light and Coke Company offered to common stockholders of
record as of the close of business on October 22, 1948, #16,400,000 in 3$
convertible debenture purchasable through the exercise of subscription
warrants* The subscription rate was $100 principal amount of Debentures
for each four shares held* The Debentures are convertible through maturity -
December 1, 1963, at the prices of $100 per share through December 1, 1953,
#105 per share through December 1, 1958 and #11® per share through
December 1, 1963*
They are dated Deoember 1, 1948, and are in coupon form in denomina
tions of #100, $500 and |l,000 registerable as to principal and $1,000
and multiples thereof, as approved, fully registered* These Debentures are
callable and contain no sinking fund* $15,648,300 principal amount of the
5,400,000 in debentures was taken down through the exercise of subscription
Op* cit., P. 592*
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warrants which expired at 3:00 p.m. Central Standard Time on December 1,
1948, A supplement to the original prospectus was issued under which the
$751,700 principal amount of unsubscribed debentures was offered to the
public by the underwriter Halsey, Stuart and Company*
Table 5-A shows that of the Peoples Gas Light and Coke Company's
total capitalization at December 31, 1947, 41.3?S was represented by bonded
debt and 58.7$ was represented by oommon stock and surplus. Moody's
Manual shows that as of the same date mortgage debt was equivalent to
48.7# of the depreciated plant, fixed charges were earned 6.47 times before
income taxes during 1947, and that earnings for the common stock were $10,35
per share during 1947; this issue is rated "A" by the manual.6 g^ too<
we find the existence of a prior open-end first mortgage bond indenture.
Three series of bonds are outstanding under the prior indenture aggregating
$56,100,000 but the situation regarding the legality of additional first
mortgage bonds - should the company have desired this method of financing
to obtain the funds in question - is different here. The prospectus makes
this statement regarding the matter: "It is estimated that the company at
December 31, 1947, was entitled to issue approximately #29,750,000 principal
amount of additional First and Refunding Mortgage Bonds."7
Ihy, then, did the Peoples Gas Light and Coke Company not obtain the
desired #16,400,000 through the issuance of additional mortgage bonds?
After reappraising the financial circumstances of this company as pictured
by the information cited above, then considering the same figures as of
Moody, £p. cit., pp. 690-694.
7
Prospectus, The Peoples Gas Light and Coke Company, $f. Convertible
Debentures, (October 22, 1948) P. 26.
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December 31, 1948 - after the present financing was consummated - we can
tell* Table 5-B shows that at December 31, 1948, the capital structure
of the Peoples Gas Light and Coke Company was composed 48*6$ of bonded
debt and 55.4$ of common stock and surplus* Moody's Manual gives us the
following information as of December 31, 1948s total funded debt 60*0$
of depreciated plant, fixed charges earned 6*30 times before income taxes,
and earnings on common stock $9*02 per share*
The answer to the foregoing question is now plain* The Peoples Gas
Light and Coke Company did not procure the $16,400,000 it desired through
secured mortgage debt financing because it did not have to* The financial
condition of this company was good enough for it to float an unsecured
debt issue at this time* Consequently, it left its mortgagable net additions
to plant unhampered, thus this company will be able to secure more funds
in the future through mortgage debt financing than it would have, had it
made the debenture issue a mortgage bond one instead*
What of the conversion feature contained in this debenture issue?
If Peoples Gas Light could obtain its funds in this instance without prof
fering mortgage security, why then were these securities made convertible?
If the conversion of these securities into common stock, by the holders,
is the ultimate expectation of the company, why then was not common stock
financing undertaken outright? After a careful analysis of the situation,
the answer to the above inquiry is threefold* We have pointed out previously
that this corporation is following a policy of expansion currently by
purchasing stock in companies engaged in related activities* The convertible
security has long been associated with such a policy* Should the future
fortunes of this company go well, these bonds will be converted into common
stock, thus eliminating this funded debt and increasing the equity cushion
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in the capital structure. We have observed that the percentage of equity
capital in this company1s capital structure is already high. This is
true, but concomitant with later expansion will come other debt financing
which will tend to lower this percentage. On the other hand, the coupon
rate of the Peoples Gas Light and Coke Company debeature issue is Vfci as
good as these securities appear to be, such a rate could hardly have been
achieved in this instance without the conversion feature. Finally, as was
the case with the other debenture issue, salability and class appeal is
given to the issue by the inclusion of the conversion prerogative.
We now come to a rare case in the financing being studied - the one
note issue which was observed some time ago. Under cover of a prospectus
dated December 14, 1948, the Mew Bedford Gas and Edison Light Company floated
#5,000,000 of 25 year Z% notes, series A. The note issue is dated
November 1, 1948, due November 1, 1973t and was underwritten by Halsey,
Stuart and Company. Mien one perceives the word "notes" in the title of
this issue, then considers the length of the issue's stipulated life -
twenty-five years - his curiosity is instantly aroused. Probing further,
this statement is found in the prospectus:
... Series A notes will be available in coupon form
registerable as to principal only in the denomination of
#1,000 and in fully registered form in denominations of
#1,000 or any multiple thereof. (Article I, Sections 1 and
2 of Indenture.)
The authorized principal amount of Series A notes which
may be issued under the Indenture is limited to #5,000,000
and no additional Series A notes may be issued thereunder*
/She indenture, however, is open endj provision is made for
other series^/ The Series A notes are unsecured and, accordingly,
there are no provisions for the release or substitution of
security....8
Prospectus, New Bedford Gas and Edison Light Company #5,000,000 25 vear
notes, series A, Due 1973, P. 20* y
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la addition to the above, we find that these notes are trusteed, are
callable, and that the Indenture contains provisions for a redemption and
sinking fund, plant replacement fund, restrictions on issue of additional
notes, funded debt, etc*, restrictions on dividends, restrictions on mort
gages, pledges and liens, restrictions on consolidations and mergers,
restrictien of indenture modifications, and provisions for settlement in
case of default.
Dewing, in the Financial Policy of Corporations, discusses only short-
term notes, refers to them only as "temporary obligations," and has this to
say by way of definition: M* . * a kind of intermediate step between
financing exbensions from earnings and from sale of permanent obligations*"9
Prom the foregoing we are convinced that this is an unusual ttnot@w issue*
Rather, its length of life and indenture provisions tend to place it squarely
in the category of an unsecured or debenture bond issue*
Taking a brief look at the financial condition of the company, the
following is founds table 5-A shows that at December 31, 1947, no funded
debt or preferred stock was in the company's capital structure. Table 5-B
reveals that at December 31, 1948, after this financing was consummated, the
percentage of funded debt in the capital structure was only 31*4$ as over
against 68*6$ in capital stock, capital and appropriated earned surplus*
In fact, the only long-term debt in the capital structure of this company at
the time the issue was sold, was #2,500,000 in Z% serial promissory notes
which this issue refunded*'-0 Moody's Manual shows that the physical
plant was completely free from mortgage debt through December 31, 1948, and
y
Dewing, A, S*, Financial Policy of Corporations (New Yorks Ronald
Press, 4th edition, 1941/, Volume II, pV 16'83*
Moody, op* pit., pp* 4,29*
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that #4*39 was earned per common share in 1947, and |4.54 per share in 1948*
It, also, reveals that 97*3$ of the common stock of Mew Bedford Gas and
Edison Light was held by the New England Gas and Electric Assoeiation.il
The manual rates this issue "Aa«"
The fact that this company is a wholly owned subsidiard immediately
tells us not to ever expect any common stock financing on its part unless
divestment occurs. This fact - along with others we shall point up shortly -
also explains the absence of a conversion feature in this unsecured issue*
The superb financial condition of this company is obvious from the
information we have reviewed. Hot only is this company sound of itself,
it is backed by a parent company under the stern eye of the Securities and
Exchange Commission. All these factors explain for us why the New Bedford
Gas and Edison Light Gompany could obtain |5,000,000, at a coupon rate of Sf09
through an issue of unsecured 25 year Series A Motes. This is an excellent
piece of financing*
:LMoody, j>p. £it.» pp. 969-970.
CHAPTER III
COSTS, YIELDS AND SPREADS
In the preceding chapter we considered the forms which the financing
under review took and the reasons for them. In this chapter we shall
determine the immediate costs to the corporations involved of obtaining the
funds, the yields to the investor of the various securities, and th© under
writing spreads.
Costs to the Companies
Table 6 shows the net initial cost to the corporations of floating the
debt issues in our study. The figures obtained in this table were calculated
as follows* first, the estimated costs of originating these debt issues, to
the companies, was taken from the prospectuses} second, the net premiums, or
net discounts, received by the corporations were obtained* third, all net
premiums obtained were treated as reductions of the costs of originating
the issues. Following the same theory, all net amounts below par borne by
the corporations were treated as additions to the costs of originating the
issues whenever they occurred. By this method, the figures in colum seven
titled "Net Cost to Company1' were derived. The net cost figures obtained
were finally divided by the total number of thousands of dollars in each
issue to produce the "Net Cost to Company Per fl,000 given in column eight
of Table 6*
First to strike our attention in columns seven and eight of table 6 is
the fact that not all of the companies selected incurred a "net cost" in
floating their 1948 issues* It is apparent here that Cincinnati Gas and
Electric Company realized a net premium - over and above the total amount of
its debt issue - of f»88 per thousand dollars. New Orleans Public Service
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Cincinnati Gas & ELee.
■ 1st 2 7/8t g/78 itl5.QQQtQQ0
Equitable Gas













Laelede Gas Light Deb.
& s/63 __ 6.08A.000
Louisville Gas & SLec.
it 1st & ref. 3 s/78 8.0Q0.0Q0
§15.150.000 3QrQQQ 15.11.1.000
6O.3AO M.Q57,260 205.000
6.08A.000 182.520 5.901.A80 u.o.2fin
lew Bedford Gag &
Light 3
s. Go.












Peoples Gas Light & Golse
. Conv. Deb. 3 s/63
San Diego Gas & ELee.
1st 3_s/78 10.000.000
Southern Go. Gas of Calif.
Lst 3J- s/7g 7.000
O.000.000




.0.081.330 52.A3O 10r028.900^ 28.900 ^2.89 _
3.039.200 65.7Z2 6.973.£58 26.5J2 3.79
on estimations in column five - figures rounded
xNet premium realised over and above costs
(1) Total Bonds taken down through exercise of subscription warrants
(2) Reminder of proceeding issue? offered publicly by underwriter at 1Q3.957? (See Investment Sealer's
194-8, p« 50). ■ "" '"
(3) Before deducting 01,000 paid by underwriter for standby underwriting privilege
(A) Includes figure mentioned in note (3) above.
Source! Moody1 s Manual of Investments, ^public Utility Securities11; 1941.
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Company netted a premium of $8*15 per thousand dollars, and San Diego Gas
and Electric Company netted a premium of $2«89 per thousant dollars. The
Cincinnati Gas and Electric Company bond issue is rated "Aaa,11 the New
Orleans Public Service Company issue is rated "A," and the San Diego Gas and
Electric Company is rated "Aa" by Moody1g Manual.! These, then, are good
quality issues, and we may be prone to attribute the occurrence of net
premiums to that fact. Upon investigating th© ratings given to the other
issues, however, we find that we cannot do this and be entirely correct.
Further investigation reveals that all of the other debt issues studied are
rated "A" except the Laclede Gas Light issue whose rating is MB," the
Louisville Gas and Electric Coinpany issue whose rating is "Aa," and the Hew
Bedford Gas and Edison Light Company issue which is rated "Aa.1*2
Why, then, were these net premiums above costs realized by the three
companies cited above? The answer to this question is that the net premiums
were a matter of pricing* The $»88 per thousand dollars netted by the Cin
cinnati Gas and Electric Company serves to reduce to the company the already
low interest rate of 2 l/B%» By the same token of reasoning, we find that the
interest rate of S^ given for the Haw Orleans Public Service Company issue -
which seems relatively high if the issue is as good as indications would have
us believe - is not quite that high when the $81*513, or $8*15 per thousand
dollars, netted above cost is applied to reduce it* The same observation
holds true for the 3% interest rate and the $2*89 net premium of the San Diego
Gas and Electric Company issue. These three issues were priced for the
market into which they were sold. Although the money market dictated the
Moody, op. eit», pp. 72, 95, 1357.
20p. fdt., pp. 419, 592, 385, 969, 690, 1168»
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interest rate on these securities, the actual payment of that interest rate
was circumvented by pricing the issues at a premium* We shall see shortly
how the payment of a premium reduces the net yield to the investor*
We shall not look at those issues where a net cost was actually incurred*
Most conspicious in this group is the #48.13 per thousand dollars which the
Laclede Gas and Electric Company paid for its $6,084,000 issue* We have
already called attention to th® relatively poor investment standing of this
issue in Chapter II and pointed up that it is a debenture issue with a rating
of "B." Turning to the other debenture issue in the study, for purpose of
comparison, we find that the company which floated it - Peoples Gas Light
and Coke Company - incurred a net cost of $14,16 per thousand dollars in
doing so, which is the second highest cost found in column eight. This latter
issue, we have also pointed up previously, has a comparatively high invest
ment standing with a rating of "A." It can, also, be discerned from Table 6
that the Laclede Gas Light Debenture Issue was offered at par to both the
stockholders of record and the public which bought the unsubscribed portion*
The Peoples Gas Light and Coke Debenture Issue, it is seen, was offered at
par to the stockholders of record, but the public had to pay a 3*957$ premium
for the unsubscribed portion, and the underwriter had to pay $1,000 for the
standby underwriting privilege. We can, therefore, safely attribute the huge
difference in costs incurred per thousand dollars to the difference in calibre
of the two issues. These issues, too, were priced for the market. Since
they were debenture issues, it is hardly probable that the market would have
borne a smaller interest rate in either case. It is, also, improbable that
any more premium could have been wrung from the market than was obtained*
Deprived of these two recourses to the extent that they were - one because of
financial circumstances and both because of the peculiar type issue being
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offered - the appearance of the relatively large net costs borne by these
two companies was inevitable. The question again ultimately resolves itself
to one of pricing the issues for the market, and the net costs incurred in
originating the issues ar© thereby seen to raise the overall cost of the
funds to the corporations involved*
The case of the New Bedford Gas and Edison Light Company Z% note issue -
due to the fact that these notes ar© very akin to debentures - is similar to
that of the Peoples Gas Light and Coke Company just discussed. Here we
find a net cost per thousand dollars obtained incurred of #5«50« It is seen
from Table 6, also, that Equitable Gas Company incurred a net cost of $10#55
per thousand dollars obtained, that Louisville Gas and Electric Company
incurred one of #1.16, and Southern Counties Gas Company of California in-
incurred a net cost of $5*79 per thousand dollars. All can be attributed to
the pricing procedure just explained.
Any attempt at calculating the real interest costs effected either by
the net premiums or by the net costs incurred above would be theoretical, or,
at best, only immediate costs sine© there is no way of forecasting how long
the securities in question will be outstanding. Economic conditions, ex
ternal and/or internal may dictate at any time that the individual companies
concerned call these debt issues and either replace them with new ones or
reduce their debt ratios by the complete elimination of these obligations.
It is not necessary that we point out, that as far as the four common
stock issues we encountered ar© concerned, there is no interest rate to be
reduced by realization of a net premium, or increased by incurring a net
cost. There is also the accounting question to be reckoned with of "does
equity financing actually cost anything?" W© have, therefore, refrained
from computing a "net cost" for the common stock issues. For completeness.
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however, we have included Table 7. This table is self explanatory. From
column three can be obtained the estimated cost given in the prospectuses,
to the companies involved, of originating the common stock issues. In
column five is listed the actual amounts remaining after estimated expenses
have been deducted from the gross proceeds which went to the corporations.
Yields to the Investors
Throughout this study we have referred to the coupon rates of the debt
issues involved. When one considers the actual yield reaped by the investor,
however, the coupon rate loses much of its significance. We have already
shown in the preceding section how the pricing of these securities at a
premium lowers the actual interest rate paid by the company. It must follow,
then, that any premium above par paid by the purchaser of the securities
serves to lower the yield stipulated by the coupon rate. We have, also,
alluded to the fact that any computation based on the entire stipulated life
of these debt issues is unavoidably theoretical because of the omnipresent
possibility of their being called before maturity by the issuing corporations.
Such a computation does have hypothetical value though, when an attempt is
made to show the actual amount received by the investor where a premium or a
discount is involved.
In order to determine what the purchasers of the debt securities in our
study actually realized by way of yield we have drawn up Table 8, Column one
in Table 8 shows that all of the ten debt issues under scrutiny were priced
at a premium to the public except one - that of the Laclede Gas Light Company,
Suseribers to the Peoples Gas Light and Coke Company debentures who used
warrants received that portion taken up through subscription at par, of course,
the remainder was sold by the underwriter at a premium. Although none of the
TABLE 7
BET RESULTS OF 1948 CCXifQI STOCK FIIAICIMG TEN SKLiQTH) OPERATING NATURAL GAS DISTRIBUTIIG COMPANIES
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Includes 7,868 unsubscribed shares sold by underwriters © 2>|. Subscription price was 22.
Only unsubscribed shares were underwritten.
Includes 13,790 unsubscribed shares sold by underwriters € 20£, Subscription price was 20.
Includes 132,045 in soliciting compensations (71,210 shares i $0.45) &n& 113,790 in underwriting fees
(13,790 shares 9 $1.00).
Includes 143,763 plus §2,000 in unsubscribed portion of issue.
Totaled froa prospectus. There is an unaccountable $200 difference between this figure and the result
of column three ninus column four.
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Cincinnati Gas & ELec.
1st 2 7/8 s/78 2 7/8 30 S852.5O 2 g/
Equitable Gss
lat 3k s/73 100*8/. 25 &. 1.21
Laclede Gas Light Conv. Deb.
^/6 100. .15 675.0Q Z..5
Louisvill© Gas & 2L8C
lat & rtf. 3 100.99 30 890.10 2.97
Hew Bedford Gas & Ed« Lt.
3* notes s/73 25 7^5.00 2.98
Hew Orleans Pub. Serr.
1st & S/78 102.125 30 953.75
Peoples Gas Lt. & Coke
Conr. Deb. 3 s/63
100. 450*00
103.957 fl) 3 fl) 15
San Diego Gas & SLee.
1st 3 s/78 101*39 30 886.10 2.95
Southern Co. Gas of Calif.
1st 31 s/78 _ 1Q0JM9 30 .965.A1 3 22
^Figures rounded to two places.
(1) Unsubscribed §751,700 of issue sold publicly by underwriter.
Source* Prospectuses of issues listed.
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premiums when computed on a per thousand dollar basis were very high, the
effectiveness with which they reduce the stipulated coupon rate is readily
apparent when a comparison of column two with column five, in Table 8, is
made*
In our previous discussions, contained in Chapter II, of the forms
these securities took and why, and in the preceding section of this chapter
on costs of the issues, we have already discussed the why of the interest
rates of these securities. It is, therefore, felt that any further
discussion of them here would be unnecessary reiteration and that a presenta
tion of them in tabular form on a net yield to maturity basis is sufficient.
However, there is general correlation between the net costs per
thousand dollars given in oolunm eight of table 6 and the percent yield
to maturity per year on $1,000 given in oolunm five of table 8*
Gross Spreads Realized by the Underwriters
All of the security issues treated in this study were completely under
written with the exception of two of the common stock issues, and one of the
debenture bond issues, whose unsubscribed portions were underwritten* The
underwriter played an important role in the financing we have studied - as
he does in almost all large scale corporate financing* Standing between the
issuing corporation and the investing public as he does, the position of the
underwriter is essentially a risk taking one* It follows, that any compensa
tion received by the underwriter - for his role in corporate financing - is
directly contingent upon the amount of risk assumed* With this in mind we
shall look briefly at the gross spreads realized by the underwriter taking
part in the financing we have examined* Included in the gross spread are
the concessions allowed security dealers by the underwriter* We have no way of
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ascertaining how much of each of these issues was handled through dealers;
as a result, no basis exists for determing what dealers concessions amounted
to in the financing studied. We shall, therefore, omit further mention of
dealers here, and concentrate our attention on the underwriting gross
profits.
By looking at table 9, we find that all of the underwriting commissions
realized from the debt financing being studied came out of the premiums at
which the issues were priced except in one case, that of the Laclede Gas
Light Debenture Issue. We have already observed - in the preceding section
of this chapter - that these premiums were not very high* Also, apparent
from table 9 is the fact that in all cases where the issue sold at a premium,
a portion of the premium was received by the issuing corporation* This, of
course, served to further diminish the margin from which the underwriting
spread was obtained*
Further observation of table 9 reveals that - with two exceptions -
the underwriting commissions on these debt issues run percentage wise from
as low as *26$ to no higher than *559877$* The two exceptions present are,
again, the Laclede Gas Light Debenture issue whose gross spread is 5% and
the Peoples Gas Light and Coke Debenture issue with a gross spread-on the
unsubscribed portion only-of 1*9785?£* To explain this occurrence, let us
recall our earlier assertion that any underwriting compensation received is
direotly contingent upon the amount of risk assumed* We, also, recall that
the investment rating of these issues runs from "Aaa" to no lower than "A,"
excepting again the Laclede Gas Light Debenture issue which is rated "B*"
The reasons for the relatively low spreads grossed by the underwriters
should then be clear - there was no excessive amount of risk present in
the underwriting of these issues*
BIDSKffilTBfG SPREADS,
TABLE 9
DEBT ISSfJES-ffl SELECTED QPEMTX1G MTUML GAS BISTRIBOTI1G CCKPAHSS
Issues
Cincinnati Gas & Elee.
1st 2 7/8 s/70
Equitable Gas
1st 3* s/73
Laclede Gas Light Deb.
A s/63
1st & ref. 3 s/78
lew Bedford Gas & M. It.
3t Motes s/73
lew Orleans Pub. Ser.
1st 3* s/78
Peoples Gas~Lt* & Coke Gout.
Deb. 3 s/63
San Diego Gas & Electric
1st 3 s/78































































































before deducting $1,000 paid by underwiting for standby tiMerwitiag privilege.
See stsppleoaent wmh®r one oa cover page of prospectus c©T«iag this issue.
Sources Prospectuses of issues listed.
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Following the same reasoning, the larger amount of risk incident to
underwriting the Laclede Gas Light Debentures explains the Z% gross spread*
As for the Peoples Gas Light and Coke Debenture issue, only $751,700 of
the #16,400,000 issue - the unsubscribed portion - was underwritten*
Halsey, Stuart and Company, the underwriter, paid |1,000 for the privilege
of standing by to underwrite the portion of the issue which was not taken
up through the exercise of warrants* This serves to explain the 1*9875$
gross spread*
Turning to the common stock issues, here the underwriting profits
were relatively low also* From table 10 we find that the highest spread
dollarwise was the #315,000 realized from the underwriting of the San Diego
Gas and Electric Company issue of 350,000 shares* In this instance the
entire issue was underwritten and offered publicly because the common stock
holders of this company did not possess pre-emptive rights to subscribe to
additional common shares* In the other cases the underwriting profits came
from marketing unsubscribed shares, soliciting subscriptions, or standing
by to purchase unsubscribed shares after the expiration of the rights
period*
TABLE 10
1M5ERMRITXMG SPREADS, 194-8 COMMON STOCK ISSUES
TEH SELECTED OPERATING NATURAL GAS DISTRIBUTI1G COMPANIES
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Our primary objective has been to determine the raison d'etre of
the financing selected for examination, and the costs, yields to investors,
and underwriting commissions realized from that financing*
In looking at the business of the ten companies selected, we found
that exactly one-half of the them devoted all of their efforts to the
natural gas business while the other one-half gained only a portion of
their total revenues from natural gas with the rest being garnered from
various other activities. Of the other activities from which the latter
half of the companies selected gained their revenues, electricity was
found to be foremost with water distribution, transportation and varied
related activities occurring*
When we examined the reasons for the financing undertaken by the ten
companies chosen for study, the financing of construction and expansion was
found to be the almost unanimous purpose with the only issue not falling
somewhere in this category being for the purpose of effecting a structural
reorganization* No essential difference was found between the reasons given
for financing which could be attributed to any characteristics peculiar to
either of the two groups of companies found to exist*
A survey of the forms which this financing took revealed the presence
of six first mortgage bond issues, four common stock issues, two convertible
debenture issues, and one note issue* Approaching the question of form
from the point of view of the corporations doing the financing, it was ob
served that four financed through first mortgage bonds only, two used first
mortgage bonds and common stock, two used convertible debentures only, one
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used notes only, and one financed through common stock alone*
It was ascertained from an appraisal of the circumstances surrounding
the financing by these companies that the method of financing employed
was contingent upon the peculiar financial position of the individual
company rather than its belonging to one of the two groups previously
observed to exist. When we inquired into the why of the particular form
or forms of securities chosen for effecting the financing, this, too, was
found to be contingent upon the peculiar capital circumstances of the
individual companies involved and/or the financial standing of those specif
ic companies. Thus, the one not© issue and the two debenture issues
encountered, although appearing unusual at first, were found quite explain
able when the capital structures and financial circumstances of the companies
which employed them were analyzed*
Study of the costs involved in floating the issues under consideration
revealed that three of the companies actually realized net premiums over
and above their costs of originating the debt issues. All of the debt
issues studied, with one exception, were priced at a premium. The financial
condition of the one company constituting the exception was found to be
responsible for that issue's not being priced at a premium. Pricing of these
securities at a premium was apparently for the purpose of decreasing the
originating costs and interest rates of the issues. The coupon rate for
these debt securities is - to a large extent - dictated by the appetite of
the contemporary money market. Thus, the use of the pricing procedure to
circumvent the actual paying of a relatively rigid coupon rate in cases
where this could be done.
Also affected by the pricing of the issues at a premium was the net
yield to the investor. Whenever a premium was encountered the net yield
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to maturity of that particular issue was decreased* The net yields to
maturity were found to be commensurate with the observations made as to
the calibre and type of the issues*
The question of the calibre of the issue and the consequent amount
of risk involved was also observed to play a major role elsewhere. The
amount of the underwriting commission was found to be directly contingent
upon these factors. An analysis of the gross spreads included in all of
the issues studied served to substantiate this observation*
In the final analysis, this study served as a good drill in the
application of the financial theory. This study attempted to "bring
home" the principles of corporate financing by seeing if they could be
discerned in the security issues selected*
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